ST 98-0444-G L 12/31/1998 SERVI CE OCCUPATI ON TAX

Under the Service Cccupation Tax Act, servicenen are taxed on tangible
personal property transferred incident to sales of service. See 86
I1l. Adm Code 140.101. (This is a GL.)

Decenmber 31, 1998

Dear M. XXXXX:

This letter is in response to your |letter dated Cctober 5, 1998. The nature
of your letter and the information you have provided require that we respond wth
a General Information Letter which is designed to provide general information, is
not a statenent of Department policy and is not binding on the Departnent. See
86 Ill. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and made inquiry as follows:
W are faxing you this ruling request based upon a conversation with a
representative of the State O Illinois Departnent of Revenue on

Cctober 5, 1998.

W represent a taxpayer who is in the process of negotiating a
contract to provide certain data processing and data nmanipulation

services to a business which has a service location in Illinois. W'
would like to determine if such services are subject to sales tax or
any other taxes in Illinois.

The taxpayer's services consist of scanning docunents, docunent
preparation and then transferring the scanned docunents to a conputer
di sk. The services are to be rendered at a custonmer's business site
located in Illinois.

The conputer disk containing the images is then shipped from the work
site in Illinois to the custoner's corporate headquarters l|located in
anot her state.

The taxpayer will invoice the customer as follows:

Services rendered in connection with scanning i mages and docunent
preparation

Tot al Bal ance Due $XXXX

Question: Are such services subject to sales tax in Illinois?




As state above, the taxpayer is currently negotiating a contract and
as a result a response is requested as soon as possible. Please feel
free to contact nme at #### if you have any questions.

Thank you for your pronpt attention to this inquiry.

Retail ers' QOccupation Tax and Use Tax do not apply to receipts from sal es of

servi ces. However, tangible personal property transferred incident to sales of
service are subject to Service Occupation Tax liability. For your general
information we are enclosing a copy of 86 Ill. Adm Code 140.101 regarding sal es

of service and Service Cccupation Tax.

Under the Service OCccupation Tax Act, the purchase of tangible personal
property that is transferred to service custoners may result in either Service
Cccupation Tax liability or Use Tax liability for the servicenen, depending upon
whi ch tax base the servicenmen choose to calculate their liability. Servi cenmen
may calculate their tax base in one of four ways: (1) separately stated selling
price of the tangible personal property being transferred; (2) 50% of the entire
bill; (3) Service Cccupation Tax on the cost price of the tangible personal
property being transferred if they are registered de mnims servicenen; or, (4)
Use Tax on the cost price of the tangible personal property being transferred if
the servicenen are de mnims and are not otherwise required to be registered
under the Retailers' QOccupation Tax Act.

Using the first method, servicemen may separately state the selling price of
each itemtransferred as a result of sales of service. The tax is based on the
separately stated selling price of the tangible personal property transferred.
If servicenen do not wish to separately state the selling price of the tangible
personal property transferred, those servicenmen nust use 50% of the entire bill
to their service customers as the tax base. Both of the above nethods provide
that in no event may the tax base be less than the cost price of the tangible
personal property transferred. Under these nethods, servicenmen may provide their
suppliers with Certificates of Resale when purchasing the tangible personal
property to be transferred as a part of the sales of service.

The third way servicenen may account for their tax liability only applies to
de mnims servicenmen who have either chosen to be registered or are required to
be regi stered because they incur Retailers' Cccupation Tax liability with respect
to a portion of their business. Servicenmen may qualify as de mnims if they
determ ne that their annual aggregate cost price of tangible personal property
transferred incident to sales of service is less than 35% of their annual gross
receipts from service transactions (75% in the case of pharmacists and persons
engaged in graphic arts production). See part (f) of the enclosed copy of 86
I1l. Adm Code 140.101(f). This class of registered de mnims servicenmen are
aut hori zed to pay Service Cccupation Tax (which includes |ocal taxes) based upon
the cost price of tangible personal property transferred incident to sales of
service. They remt the tax to the Departnment by filing returns and do not pay
tax to suppliers. They provide suppliers with Certificates of Resale for the
property transferred to service custoners.

The final method of determining tax liability may be used by de mnims
servicenen that are not otherwise required to be registered under the Retailers’
Occupation Tax Act. Servicenmen may qualify as de mnims if they determ ne that
their annual aggregate cost price of tangible personal property transferred
incident to sales of service is less than 35% of their annual gross receipts from



service transactions (75% in the case of pharmacists and persons engaged in
graphic arts production). Such de mnims servicenmen may pay Use Tax to their
suppliers or may self-assess and renmt Use Tax to the Department when making
purchases from unregistered out-of-State suppliers. Those servicenen are not
aut hori zed to collect "tax" fromtheir service custoners, nor are they liable for
Service Cccupation Tax. It should be noted that servicenen no |onger have the
option of determining whether they are de mnims using a transaction by
transacti on basi s.

I hope this information is hel pful. If you have further questions related
to the Illinois sales tax laws, please contact the Departnent's Taxpayer
Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Terry D. Charlton
Associ at e Counsel

TDC: nsk
Encl .



